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The annual inflation rate for 1993 climbed above 2,500%, the highest in Brazilian history. In
response, President Itamar Franco's administration promises to push forward with a shock austerity
program to completely eliminate the fiscal deficit this year and cut the bottom out of inflation.
According to the Getulio Vargas Foundation a prestigious economic research institute which closely
tracks consumer price increases monthly inflation in December climbed to 38.32%, more than two
percentage points above the 36.15% hike in consumer prices recorded in November.
As a result, annual inflation by year-end 1993 reached 2,567%, more than twice the 1992 inflation
rate of 1,150% and the highest annual inflation ever reported in Brazil. Under the administration of
former president Jose Sarney- -who governed the country from 1985-1990 and was the first civilian
president elected after 21 years of consecutive military rule annual inflation peaked at 1,782% in
1989, the highest inflation rate on record in Brazil.
When former- president Fernando Collor de Mello took office in March 1990, the consumer price
index began to decline, reaching 1,477% that year, and then dropping to just 480% in 1991. But in
1992, when a major corruption scandal forced Collor de Mello to resign stalling economic reforms
begun under his administration hyperinflation again gripped the country.
By December 1992, when President Franco was formally sworn in, monthly inflation had climbed to
25%. Throughout the first half of 1993, it edged up to 30% per month, and since September of last
year, monthly inflation has been running above 35%.

Speculation fuels prices
Government officials say the inflationary spiral throughout 1993 was in part fueled by speculative
price setting, especially for pharmaceuticals and food goods. Prices for medicines, for example,
climbed on average by 49% more than the annual inflation rate, according to a study by the Rio de
Janeiro Regional Pharmaceutical Council, released in late December. In fact, the Council tracked
4,000% price hikes in 1993 for seven different medicines. Moreover, private sector representatives
admit that the announcement in late November of a government plan to sharply increase taxes
across the board in 1994 encouraged many businesses to raise prices even more in December to
prepare for higher operating costs.
"Price hikes were above anticipated levels in December as a direct result of the political climate
in the country," Monica Hage, an economist from the Sao Paulo State Federation of Commerce,
candidly admitted. "It's not speculation," added Carlos Eduardo Moreira Ferreira, president of the
powerful Sao Paulo State Federation of Industries (Federacao das Industrias do Estado de Sao Paulo,
FIESP). "It is normal for increases in taxes to push prices upward." Still, the government's chronic
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fiscal deficit is considered the central cause of inflation, encouraging the Franco administration to
aggressively push for legislative approval in January of its new plan to completely eliminate the
deficit in the 1994 budget.
The plan, which will be voted on before the end of the month, calls for a 5% hike in all federal taxes
and most local taxes, as well as steep cuts in government spending that could lop off about US$22.5
billion from the budget (for previous coverage of the plan see Chronicle 12/02/93 and 12/16/93). The
government says the tax hikes are temporary, and are based on a new emergency plan whereby
the central government would be authorized to sharply raise taxes for a period of up to two years
whenever the country is gripped by severe economic crisis. "The government is creating an
economic calamity tax which would take effect for a maximum period of two years whenever the
national economy confronts a situation similar to the present one," said Finance Minister Fernando
Henrique Cardoso, considered the architect of the government's economic program. "An economic
calamity can cause extremely grave losses comparable to the losses caused by a war." In fact, the
Franco administration already authorized the collection of the higher taxes starting on Jan. 1, taking
advantage of a constitutional loophole that allows the executive to temporarily decree such policies
pending legislative approval within 30 days after the new taxes take effect.

Tax hikes controversial
Government spokespersons say the executive decree was necessary to skirt another constitutional
clause which states that any newly created tax cannot be implemented in the same year that it is
decreed. Thus, by decreeing the tax hikes in December and authorizing their collection as of Jan. 1,
the government will avoid having to wait until 1995 to enforce the new tax policies, as long as the
legislature ratifies the decrees before the end of January.
But the executive may face an uphill battle in the National Congress in its bid to win approval. A
joint commission including representatives from both chambers of Congress began reviewing the
bill on Jan. 4. So far, only some left wing and center-left parties openly support the government's
plan. When debate in the commission began, deputies from three leftist parties unanimously backed
the proposed tax increases: the Workers Party (Partido dos Trabalhadores, PT), the Popular Socialist
Party (Partido Popular Socialista, PPS), and the Communist Party of Brazil (Partido Comunista do
Brasil, PC do B).
In contrast, many conservative political parties and most business associations have sharply
criticized the proposed tax hikes, since government tax income will rise to its highest level in
Brazilian history this year if the plan is approved by the legislature. According to the conservative
business newspaper Gazeta Mercantil, with the new revenue, tax income would climb to 28% of
GDP this year, representing a four percentage point jump over 1993 and more than a full percentage
point above the previous record under ex-president Collor de Mello, when tax income reached
26.98% of GDP. "The high tax burden is the central concern of Brazilian exporters," said Marcus
Vinicius Pratini de Moraes, president of the Brazilian Exporters Association. "The government's
credibility will be greatly diminished if the economic calamity tax takes effect." In fact, business
associations are particularly disturbed since a new 0.25% tax on financial transactions such as checks
and bank transfers also took effect on Jan. 1 simultaneously with the tax hikes.
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The financial transactions tax (Impuesto Provisional sobre Movimientos Financieros, IPMF) was
approved by the National Congress in May 1993. But an appeal by business associations to the
Supreme Court on the grounds that the IPMF violates the constitution had blocked the law's
implementation. On Dec. 15, the Court ruled in the government's favor.

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

